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1. The technology for cutting hair has changed very little in the last 100 years, while the technology for growing wheat has improved dramatically. What do you think has happened to the relative prices of haircuts and wheat? What do you think has happened to relative incomes of barbers and farmers? Explain how this is possible.

2. Suppose that people consume only two goods, cheese and bread. They consume these two goods in a fixed ratio: One slice of bread is always eaten with one slice of cheese. Both cheese and bread are produced using only labor as an input. There production functions are
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where 
[image: image3.wmf]b

Y

is the quantity of bread, 
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is the quantity of cheese, 
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is the amount of labor devoted to producing bread, and 
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is the amount of labor devoted to producing cheese. The total quantity of labor in the economy, L, is constant, and 
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In the year 2000, 
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. But technological progress takes place at different speeds in the two industries. Specifically, 
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, where these growth rates of technology are exogenous. 

a. What quantities of labor will be devoted to producing bread and cheese in 2000? 
b. What will the growth rate of total output be in 2000?

c. Draw a graph showing the growth rate of output from the year 2000 onward. Show whether growth rises, falls, or stays constant, and explain why it does so. What will the growth rate of output be in the long run?

3. Consider a country in which there are two sectors, called Sector 1 and Sector 2. The production functions in the two sectors are:
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where 
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 is the number of workers employed in Sector 1 and 
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 is the number of workers employed in Sector 2. The total number of workers in the economy is L. The only difference between the sectors is that in Sector 1 workers are paid their marginal products, while in Sector 2 they are paid their average products. Workers move freely between sectors so that the wages are equal. Calculate how many workers will work in each sector.

4. Which of the five types of inefficiency describe in the chapter do you think is most economically significant in Thailand/your country. Explain why and give examples.
5. People in a particular country that is closed to trade consume only cheese and bread. They always consume one slice of cheese with one slice of bread. It takes one labor-hour to produce a slice of cheese and two labor-hours to produce a slice of bread. The country has a total of 60 labor-hours per day. How many slices of cheese and bread will be produced per day? Now suppose that the economy is opened to trade. On the world market, the price of one slice of bread equals the price of one slice of cheese. How does production in the country change? What is the new consumption of bread and cheese?
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